ARC 1837C
REVENUE DEPARTMENT][701]

Notice of Intended Action

Twenty-five interested persons, a governmental subdivision, an agency or association of 25 or more
persons may demand an oral presentation hereon as provided in Iowa Code section 17A.4(1)“b.”

Notice is also given to the public that the Administrative Rules Review Committee may, on its own
motion or on written request by any individual or group, review this proposed action under section
17A.8(6) at a regular or special meeting where the public or interested persons may be heard.

Pursuant to the authority of lowa Code sections 17A.3, 404A.6, 421.14 and 422.68, the Department
of Revenue hereby gives Notice of Intended Action to amend Chapter 42, “Adjustments to Computed
Tax and Tax Credits,” Chapter 52, “Filing Returns, Payment of Tax, Penalty and Interest, and Tax
Credits,” and Chapter 58, “Filing Returns, Payment of Tax, Penalty and Interest, and Tax Credits,” lowa
Administrative Code.

In 2014 Iowa Acts, House File 2453, the General Assembly made changes to the Historic
Preservation and Cultural and Entertainment District Tax Credit Program. This program is administered
by the Department of Cultural Affairs with the assistance of the Department of Revenue. The proposed
amendments are necessary to implement new program requirements for the aspects of the program
that are administered by the Department of Revenue. (See also ARC 1836C published herein for the
Historical Division Notice of Intended Action relating to this program).

Item 1 amends existing rule 701—42.19(404A,422) to explain how the rule will continue to apply to
projects with Part 2 applications approved and individual income tax credit reservations made prior to
the effective date of the Act. In addition, the amendment strikes provisions of the rule that are no longer
applicable.

Item 2 adopts new rule 701—42.54(404A,422) to explain the administration of projects with Part 2
applications approved and agreements entered into on or after the effective date of the Act that anticipate
using the credits to offset individual income tax liability.

Item 3 amends existing rule 701—52.18(404A,422) to explain how the rule will continue to apply to
projects with Part 2 applications approved and corporation income tax credit reservations made prior to
the effective date of the Act. In addition, the amendment strikes provisions of the rule that are no longer
applicable.

Item 4 adopts new rule 701—52.47(404A,422) to explain the administration of projects with Part 2
applications approved and agreements entered into on or after the effective date of the Act that anticipate
using the credits to offset corporation income tax liability.

Item 5 amends rule 701—58.10(422) to update cross references and to explain which rules will apply
to a project based on its approval date.

The proposed amendments will not necessitate additional expenditures by political subdivisions or
agencies and entities which contract with political subdivisions.

Any person who believes that the application of the discretionary provisions of these amendments
would result in hardship or injustice to that person may petition the Department for a waiver of the
discretionary provisions, if any.

The Department has considered the factors listed in lowa Code section 17A.4A. The Department
will issue a regulatory analysis as provided in lowa Code section 17A.4A if a written request is filed
by delivery or by mailing postmarked no later than February 23, 2015, to Alana Stamas, Policy and
Communications Division, Department of Revenue, Hoover State Office Building, P.O. Box 10457,
Des Moines, lowa 50306. Alternatively, requests may be e-mailed to alana.stamas@iowa.gov. The
request may be made by the Administrative Rules Review Committee, the Administrative Rules
Coordinator, at least 25 persons signing that request who each qualify as a small business, or an
organization representing at least 25 such persons.
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Any interested person may make written suggestions or comments on these proposed amendments
on or before February 10, 2015. Such written comments should be e-mailed to Alana Stamas at
alana.stamas@iowa.gov or mailed to Alana Stamas, Policy and Communications Division, Department
of Revenue, Hoover State Office Building, P.O. Box 10457, Des Moines, lowa 50306. Persons who
want to convey their views orally should contact Alana Stamas, Policy and Communications Division,
Department of Revenue, at (515)725-2265 or at the Department of Revenue offices on the fourth floor
of the Hoover State Office Building.

A public hearing will be held on February 11, 2015, at 3:30 p.m. in the Heritage Classroom on the
first floor of the State Historical Building at 600 E. Locust, Des Moines, lowa. Persons may present their
views either orally or in writing. At the hearing, persons will be asked to give their names and addresses
for the record and to confine their remarks to the subject matter of the amendments.

After analysis and review of this rule making, the Department finds that the changes to the program
could have a positive impact on jobs. The proposed changes clarify existing rules and provide guidance
on the type of expenses that qualify, which should help program users better prepare for project success.

These amendments are intended to implement 2014 Towa Acts, House File 2453.

The following amendments are proposed.

ITEM 1. Amend rule 701—42.19(404A,422) as follows:

701—42.19(404A,422) Historic preservation and cultural and entertainment district tax credit for
projects with Part 2 applications approved and tax credits reserved prior to July 1, 2014. A historic
preservation and cultural and entertainment district tax credit, subject to the availability of the credit, may
be claimed against a taxpayer’s lowa individual income tax liability for 25 percent of the qualified costs
of rehabilitation of property to the extent the costs were incurred on or after July 1, 2000, for approved
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The general assembly has mandated that the department of cultural affairs and the department of

revenue adopt rules to jointly administer lowa Code chapter 404A. 2014 Towa Acts, House File 2453,
amended the historic preservation and cultural and entertainment district tax credit program effective
July 1, 2014. The department of revenue’s provisions for projects with tax credits reserved prior to
July 1, 2014, are found in this rule. The department of revenue’s provisions for projects with agreements
entered into on or after July 1, 2014, are found in rule 701—42.54(404A,422). The department of cultural
affairs’ rules related to this program may be found at 223—Chapter 48. Division I of 223—Chapter 48
applies to projects with reservations approved prior to July 1, 2014. Division II of 223—Chapter 48
applies to projects with agreements entered into on or after July 1, 2014.

Notwithstanding anything contained herein to the contrary, the department of cultural affairs shall
not reserve tax credits under 2013 Iowa Code chapter 404A as amended by 2013 Towa Acts, chapter 112,
section 1, for applicants that do not have an approved Part 2 application and a tax credit reservation on or
before June 30, 2014. Projects with approved Part 2 applications and provisional tax credit reservations
on or before June 30, 2014, shall be governed by 2013 Iowa Code chapter 404A as amended by 2013
Iowa Acts, chapter 112, section 1; by 223—Chapter 48, Division I; and by rule 701—42.19(404A,422).
Projects for which Part 2 applications were approved and agreements entered into after June 30, 2014,
shall be governed by 2014 Towa Acts, House File 2453; by 223—Chapter 48, Division II; and by rule
701—42.54(404A,422).

42.19(1) Eligible properties for the historic preservation and cultural and entertainment district
tax credit. The following types of property are eligible for the historic preservation and cultural and
entertainment district tax credit:

a. Property verified as listed on the National Register of Historic Places or eligible for such listing.

b.  Property designated as of historic significance to a district listed in the National Register of
Historic Places or eligible for such designation.

c.  Property or district designated a local landmark by a city or county ordinance.

d.  Any barn constructed prior to 1937.
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42.19(2) Application and review process for the historic preservation and cultural and entertainment
district tax credit.

a. Taxpayers who want to claim an income tax credit for completing a historic preservation and
cultural and entertainment district project must submit an application for approval of the project. The
application forms for the historic preservation and cultural and entertainment district tax credit may be
requested from the State Tax Credit Program Manager, State Historic Preservation Office, Department
of Cultural Affairs, 600 E. Locust, Des Moines, lowa 50319-0290. The telephone number for this office
is (515)281-4137. Applications for the credit will be accepted by the state historic preservation office
on or after July 1, 2000, until such time as all the available credits allocated for each fiscal year are
encumbered. Eeorfiscalyears-beginnine on-orafterJuly1,2000-$2.4-milli i

orafterJanuary—t-—2042-

e b.  Applicants for the historic preservation and cultural and entertainment district tax credit must
include all information and documentation requested on the application forms for the credit in order for
the application to be processed.
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42.19(3) Computation of the amount of the historic preservation and cultural and entertainment
district tax credit. The amount of the historic preservation and cultural and entertainment district tax
credit is 25 percent of the qualified rehabilitation costs made to an eligible property in a project. Qualified
rehabilitation costs are those rehabilitation costs approved by SHRO the state historic preservation office
for a project for a particular taxpayer to the extent those rehabilitation costs are actually expended by
that taxpayer.




a. Inthe case of commercial property, qualified rehabilitation costs must equal at least $50,000 or
50 percent of the assessed value of the property, excluding the value of the land, prior to rehabilitation,
whichever is less. In the case of property other than commercial property, the qualified rehabilitation
costs must equal at least $25,000 or 25 percent of the assessed value, excluding the value of the land,
prior to the rehabilitation, whichever amount is less.

b.  Incomputing the tax credit, the only costs which may be included are the qualified rehabilitation
costs incurred commencing from the date on which the first qualified rehabilitation cost is incurred and
ending with the end of the taxable year in which the property is placed in service. The rehabilitation
period may include dates that precede approval of a project, provided that any qualified rehabilitation
costs incurred prior to the date of approval of the project are qualified rehabilitation costs.

c.  For purposes of the historic preservation and cultural and entertainment district tax credit,
quahﬁed rehabilitation costs include those costs properly included in the basis of the eligible property
for income tax purposes. Costs treated as expenses and deducted in the year paid or incurred and
amounts that are otherwise not added to the basis of the property for income tax purposes are not
qualified rehabilitation costs. Amounts incurred for architectural and engineering fees, site survey
fees, legal expenses, insurance premiums, development fees, and other construction-related costs are
qualified rehabilitation costs to the extent they are added to the basis of the eligible property for tax
purposes. Costs of sidewalks, parking lots, and landscaping do not constitute qualified rehabilitation
costs. Any rehabilitation costs used in the computation of the historic preservation and cultural and
entertainment district tax credit are not added to the basis of the property for [owa income tax purposes
if the rehabilitation costs were incurred in a tax year beginning on or after January 1, 2000, but prior
to January 1, 2001. Any rehabilitation costs incurred in a tax year beginning on or after January
1, 2001, are added to the basis of the rehabilitated property for income tax purposes except those
rehabilitation expenses that are equal to the amount of the computed historic preservation and cultural
and entertainment district tax credit for the tax year.

EXAMPLE: Eor-example;-the The basis of a commercial building in a historic district was $500,000,
excluding the value of the land, before the rehabilitation project. During a project to rehabilitate this
building, $600,000 in rehabilitation costs were expended to complete the project and $500,000 of those
rehabilitation costs were qualified rehabilitation costs which were eligible for the historic preservation
and cultural and entertainment district tax credit of $125,000. Therefore, the basis of the building for
Iowa income tax purposes was $975,000, since the qualified rehabilitation costs of $125,000, which are
equal to the amount of the historic preservation and cultural and entertainment district tax credit for the
tax year, are not added to the basis of the rehabilitated property The basis of the bulldlng for federal
1ncome tax purposes was $1 100, 000 wey : : : : aryes

be noted that this example does not consrder any pos51b1e reduced ba51s for the building for federal
income tax purposes due to the rehabilitation investment credit provided in Section 47 of the Internal
Revenue Code. If the building in this example were eligible for the federal rehabilitation credit provided
in Section 47 of the Internal Revenue Code, the basis of the building for Iowa tax purposes would be
reduced accordingly by the same amount as the reduction required for federal tax purposes.

42.19(4) Completion of the historic preservation and cultural and entertainment district project
and claiming the historic preservation and cultural and entertainment district tax credit on the lowa
return. After the taxpayer completes an authorized rehabilitation project, the taxpayer must be issued a
certificate of completion of the project from the state historic preservation office of the department of
cultural affairs. After verifying the taxpayer’s eligibility for the historic preservation and cultural and
entertainment district tax credit, the state historic preservation office shall issue a historic preservation
and cultural and entertainment district tax credit certificate, which shall be attached-te included with the
taxpayer’s income tax return for the tax year in which the rehabilitation project is completed or the year
the credit was reserved, whichever is the later. For example, if a project was completed in 2008 and the
credit was reserved for the state fiscal year ending June 30, 2010, the credit can be claimed on the 2009
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calendar year return that is due on April 30, 2010. The tax credit certificate shall include the taxpayer’s
name, the taxpayer’s address, the taxpayer’s tax identification number, the address or location of the
rehabilitation project, the date the project was completed, the year the tax credit was reserved and the
amount of the historic preservation and cultural and entertainment district tax credit. In addition, the tax
credit certificate shall include a place for the name and tax identification number of a transferee, and the
amount of the tax credit being transferred, and any consideration received in exchange for the tax credit,

as provided in subrule 42.19(6). In addition, if the taxpayer is a partnership, limited liability company,
estate or trust, where the tax credit is allocated to the owners or beneficiaries of the entity, a list of the
owners or beneficiaries and the amount of credit allocated to each owner or beneficiary shall be provided
with the certificate. The tax credit certificate shall be attached-te included with the income tax return for

the perlod in wh1ch the prOJect was completed }Pﬂq%ameim{—eilth%lﬂswﬁc—pfesew&mﬂ—aﬁd—eulm%al

For tax years ending on or after July 1, 2007, any h1storlc preservation and cultural and entertalnment
district tax credit in excess of the taxpayer’s tax liability is fully refundable. In lieu of claiming the
refund, the taxpayer may elect to have the overpayment credited to the tax liability for the following tax
year.

42.19(5) Allocation of historic preservation and cultural and entertainment district tax credits to the
individual owners of the entzty for tax credits reserved for fiscal years beglnnlng on or after July 1, 201 2




e Jax-creditsreserved-forfiscalyears-beginningon-or-after-July4-2042- For tax credits reserved for
fiscal years beginning on or after July 1, 2012, the partnership, limited liability company or S corporation
may designate the amount of the tax credit to be allocated to each partner, member or shareholder. The
credit does not have to be allocated based on the pro rata share of earnings of the partnership, limited
liability company or S corporation.

42.19(6) Transfer of the historic preservation and cultural and entertainment district tax credit. For
tax periods beginning on or after January 1, 2003, the historic preservation and cultural and entertainment
district tax credit certificates may be transferred to any person or entity. A tax credit certificate of less
than $1,

a. For transfers on or after July 1, 2006, the department of revenue will issue the replacement
tax credit certificate to the transferee. Within 90 days of the transfer of the tax credit certificate, the

transferee must submit the transferred tax credit certificate to the department of revenue along with a
statement containing the transferee’s name, tax identification number and address, the denomination that
each replacement tax credit certificate is to carry, the amount of all consideration provided in exchange for
the tax credit and the names of recipients of any consideration provided in exchange for the tax credit.
If a payment of money was any part of the consideration provided in exchange for the tax credit, the
transferee shall list the amount of the payment of money in its statement to the department of revenue. If
any part of the consideration provided in exchange for the tax credit included nonmonetary consideration,
including but not limited to any promise, representation, performance, discharge of debt or nonmonetary
rights or property, the tax credit transferee shall describe the nature of nonmonetary consideration and
disclose any value the transferor and transferee assigned to the nonmonetary consideration. The tax
credit transferee must indicate on its statement to the department of revenue if no consideration was
provided in exchange for the tax credit. If the transferee is a partnership, limited liability company or
S corporation, the transferee shall provide a list of the partners, members or shareholders and information
on how the historic preservation and cultural and entertainment district tax credit should be divided
among the partners, members or shareholders. The transferee shall also provide the tax identification
numbers and addresses of the partners, members or shareholders. The replacement tax credit certificate
must contain the same information that was on the original certificate and must have the same expiration
date as the original tax credit certificate.

b.  The transferee may use the amount of the tax credit for any tax period for which the original
transferor could have claimed the tax credit. Any consideration received for the transfer of the tax credit
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shall not be included in Iowa taxable income for individual income, corporation income or franchise
tax purposes. Any consideration paid for the transfer of the tax credit shall not be deducted from Iowa
taxable income for individual income, corporation income or franchise tax purposes.
c.  If the historic preservation and cultural and entertainment district tax credit of the transferee
exceeds the tax liability shown on the transferee’s return, the refund tax credit shall be diseounted-as
L Yy e T o

exeess-of the-transferee’s-taxHabilityis fully refundable.
This rule is intended to implement lowa Code chapter 404A as amended by 2013 Iowa Acts, Senate
File 436, and Iowa Code section 422.11D.

ITEM 2. Adopt the following new rule 701—42.54(404A,422):

701—42.54(404A,422) Historic preservation and cultural and entertainment district tax credit for
projects with Part 2 applications approved on or after July 1, 2014, and agreements entered into
on or after July 1, 2014. The department of cultural affairs is authorized by the general assembly to
award tax credits for a percentage of the qualified rehabilitation expenditures on a qualified rehabilitation
project as described in the historic preservation and cultural and entertainment district tax credit program,
Iowa Code chapter 404A. The program is administered by the department of cultural affairs with the
assistance of the department of revenue. The general assembly has mandated that the department of
cultural affairs and the department of revenue adopt rules to jointly administer lowa Code chapter 404A.
In general, the department of cultural affairs is responsible for evaluating whether projects comply with
the prescribed standards for rehabilitation while the department of revenue is responsible for evaluating
whether projects comply with the tax aspects of the program.

2014 Towa Acts, House File 2453, amended the historic preservation and cultural and entertainment
district tax credit program effective July 1, 2014. The department of revenue’s provisions for projects
with Part 2 applications approved and tax credits reserved prior to July 1, 2014, are found in rule
701—42.19(404A,422). The department of revenue’s provisions for projects with Part 2 applications
approved on or after July 1, 2014, and with agreements entered into on or after July 1, 2014, are found in
this rule. The department of cultural affairs’ rules related to this program may be found at 223—Chapter
48. Division I of 223—Chapter 48 applies to projects with tax credit reservations approved prior to July
1, 2014. Division II of 223—Chapter 48 applies to projects with Part 2 applications approved on or
after July 1, 2014, and agreements entered to on or after July 1, 2014.

Notwithstanding anything contained herein to the contrary, the department of cultural affairs shall
not reserve tax credits under 2013 Iowa Code chapter 404A as amended by 2013 Iowa Acts, chapter 112,
section 1, for applicants that do not have an approved Part 2 application and a tax credit reservation on or
before June 30, 2014. Projects with approved Part 2 applications and provisional tax credit reservations
on or before June 30, 2014, shall be governed by 2013 Iowa Code chapter 404A as amended by 2013
Iowa Acts, chapter 112, section 1; by 223—Chapter 48, Division I; and by rule 701—42.19(404A,422).
Projects for which Part 2 applications were approved and agreements entered into after June 30, 2014,
shall be governed by 2014 lowa Acts, House File 2453; by 223—Chapter 48, Division II; and by this
rule.

42.54(1) Application, registration, and agreement for the historic preservation and cultural and
entertainment district tax credit. Taxpayers that want to claim an income tax credit for completing a
qualified rehabilitation project must submit an application for approval of the project. The application
forms and instructions for the historic preservation and cultural and entertainment district tax credit are
available on the department of cultural affairs’ Web site. Once a project is registered, the taxpayer must
enter into an agreement with the department of cultural affairs to be eligible for the credit.

42.54(2) Computation of the amount of the historic preservation and cultural and entertainment
district tax credit. The amount of the historic preservation and cultural and entertainment district tax
credit is a maximum of 25 percent of the qualified rehabilitation expenditures verified by the department
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of cultural affairs and the department of revenue following project completion, up to the amount specified
in the agreement between the taxpayer and the department of cultural affairs.

42.54(3) Qualified rehabilitation expenditures. “Qualified rehabilitation expenditures” means the
same as defined in department of cultural affairs rule 223—48.22(404A). In general, the department of
cultural affairs evaluates whether expenditures comply with the prescribed standards for rehabilitation
while the department of revenue evaluates whether expenditures comply with the tax requirements to be
considered qualified rehabilitation expenditures, including whether the expenditures are in accordance
with the requirements of Internal Revenue Code Section 47 and its related regulations.

a. TDype of property and services eligible. lowa Code section 404A.1(6) incorporates the
definition of “qualified rehabilitation expenditures” found in Internal Revenue Code Section 47. In
accordance with Internal Revenue Code Section 47, the types of property and services claimed as
qualified rehabilitation expenditures must be for “structural components,” as that term is defined in
Treasury Regulation § 1.48-1(e)(2), and for amounts incurred for architectural and engineering fees,
site survey fees, legal expenses, insurance premiums, development fees and other construction-related
costs. Costs of sidewalks, parking lots and landscaping do not constitute types of property and services
that are qualified rehabilitation expenditures.

b.  Effect of financing sources on eligibility of expenditures. Expenses incurred for property
described in paragraph 42.54(3)“a” will not be qualified rehabilitation expenditures unless actually
incurred by the eligible taxpayer.

(1) For eligible taxpayers other than nonprofit organizations, expenses paid for with grants or
forgivable loans are not considered incurred by the eligible taxpayer unless the grants or forgivable
loans are treated as taxable income by the eligible taxpayer and properly includable in calculating the
basis of the property.

(2) For eligible taxpayers that are nonprofit organizations, expenses are deemed to be incurred
by the nonprofit so long as they meet the requirements of paragraph 42.54(3) “a” and are not financed
directly or indirectly by federal, state or local government grants or forgivable loans.

42.54(4) Completion of the qualified rehabilitation project and claiming the tax credit on the lowa
return. After the taxpayer completes a qualified rehabilitation project, the taxpayer will be issued a
certificate of completion of the project from the department of cultural affairs if the project complies with
the federal standards, as defined in rule 223—48.22(404A). After the department of cultural affairs and
the department of revenue verify the taxpayer’s eligibility for the tax credit, the department of cultural
affairs shall issue a tax credit certificate. For the taxpayer to claim the credit, the certificate must be
included with the taxpayer’s income tax return for the tax year in which the rehabilitation project is
completed or the year in which the certificate is issued, whichever is later.

a. Information required. The tax credit certificate shall include the taxpayer’s name, the
taxpayer’s address, the taxpayer’s tax identification number, the address or location of the rehabilitation
project, the date the project was completed and the amount of the historic preservation and cultural
and entertainment district tax credit. In addition, the tax credit certificate shall include a place for the
name and tax identification number of a transferee and the amount of the tax credit being transferred,
as provided in subrule 42.54(5). In addition, if the taxpayer is a partnership, limited liability company,
estate or trust, and the tax credit is allocated to the owners or beneficiaries of the entity, a list of the
owners or beneficiaries and the amount of credit allocated to each owner or beneficiary shall be provided
with the certificate. The tax credit certificate shall be included with the income tax return for the period
in which the project was completed or in which the certificate is issued, whichever is later.

b.  Refund or carryforward. Any historic preservation and cultural and entertainment district tax
credit in excess of the taxpayer’s tax liability is fully refundable with interest computed under lowa Code
section 422.25. In lieu of claiming the refund, the taxpayer may elect to have the overpayment credited
to the tax liability for the following tax year.

c.  Allocation of historic preservation and cultural and entertainment district tax credits to the
individual owners of the entity. A partnership, limited liability company or S corporation may designate
the amount of the tax credit to be allocated to each partner, member or shareholder. The credit does not
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have to be allocated based on the pro rata share of earnings of the partnership, limited liability company
or S corporation.

42.54(5) Transfer of the historic preservation and cultural and entertainment district tax credit. The
historic preservation and cultural and entertainment district tax credit certificates may be transferred to
any person or entity. The transferee may use the amount of the tax credit transferred against the taxes
imposed in lowa Code chapter 422, divisions II, III, and V, and in lowa Code chapter 432, for any tax
year the original transferor could have claimed the tax credit. Any credit in excess of the transferee’s tax
liability is not refundable. A tax credit certificate of less than $1,000 shall not be transferable.

a.  Transfer process—information required. Within 90 days of transfer of the tax credit certificate,
the transferee must submit the transferred tax credit certificate to the department of revenue along with
a statement that contains the transferee’s name, address and tax identification number, the amount of
the tax credit being transferred, the amount of all consideration provided in exchange for the tax credit
and the names of recipients of any consideration provided in exchange for the tax credit. If a payment
of money was any part of the consideration provided in exchange for the tax credit, the transferee shall
list the amount of the payment of money in its statement to the department of revenue. If any part of
the consideration provided in exchange for the tax credit included nonmonetary consideration, including
but not limited to any promise, representation, performance, discharge of debt or nonmonetary rights
or property, the tax credit transferee shall describe the nature of the nonmonetary consideration and
disclose any value the transferor and transferee assigned to the nonmonetary consideration. The tax
credit transferee must indicate on its statement to the department of revenue if no consideration was
provided in exchange for the tax credit. Within 30 days of receiving the transferred tax credit certificate
and the statement from the transferee, the department of revenue will issue the replacement tax credit
certificate to the transferee. If the transferee is a partnership, limited liability company or S corporation,
the transferee shall provide a list of the partners, members or shareholders and information on how
the historic preservation and cultural and entertainment district tax credit should be divided among the
partners, members or shareholders. The transferee shall also provide the tax identification numbers and
addresses of the partners, members or shareholders. The certificate must have the same information
required for the original tax certificate and must have the same expiration date as the original tax credit
certificate. The transferee may not claim a tax credit until a replacement certificate identifying the
transferee as the proper holder has been issued.

b.  Consideration. Any consideration received for the transfer of the tax credit shall not be included
in Iowa taxable income for individual income, corporation income or franchise tax purposes. Any
consideration paid for the transfer of the tax credit shall not be deducted from Iowa taxable income
for individual income, corporation income or franchise tax purposes.

42.54(6) Appeals. Challenges to an action by the department of revenue related to tax credit
transfers, the claiming of tax credits, tax credit revocation, or repayment or recovery of tax credits must
be brought pursuant to 701—Chapter 7.

This rule is intended to implement lowa Code chapter 404A as amended by 2014 Iowa Acts, House
File 2453, and Towa Code section 422.11D.

ITEM 3. Amend rule 701—52.18(404A,422) as follows:

701—52.18(404A,422) Historic preservation and cultural and entertainment district tax credit for
projects with Part 2 applications approved and tax credits reserved prior to July 1, 2014. A historic
preservation and cultural and entertainment district tax credit, subject to the availability of the credit, may
be claimed against a taxpayer’s lowa corporate income tax liability for 25 percent of the qualified costs of
rehabilitation of property to the extent the costs were incurred on or after July 1, 2000, for the approved
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The general assembly has mandated that the department of cultural affairs and the department of

revenue adopt rules to jointly administer lowa Code chapter 404A. 2014 Iowa Acts, House File 2453,
amended the historic preservation and cultural and entertainment district tax credit program effective
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July 1, 2014. The department of revenue’s provisions for projects with tax credits reserved prior to
July 1, 2014, are found in this rule. The department of revenue’s provisions for projects with agreements
entered into on or after July 1, 2014, are found in rule 701—52.47(404A,422). The department of cultural
affairs’ rules related to this program may be found at 223—Chapter 48. Division I of 223—Chapter 48
applies to projects with reservations approved prior to July 1, 2014. Division II of 223—Chapter 48
applies to projects with agreements entered into on or after July 1, 2014.

Notwithstanding anything contained herein to the contrary, the department of cultural affairs shall
not reserve tax credits under 2013 Iowa Code chapter 404 A as amended by 2013 Towa Acts, chapter 112,
section 1, for applicants that do not have an approved Part 2 application and a tax credit reservation on or
before June 30, 2014. Projects with approved Part 2 applications and provisional tax credit reservations
on or before June 30, 2014, shall be governed by 2013 Iowa Code chapter 404A as amended by 2013
Iowa Acts, chapter 112, section 1; by 223—Chapter 48, Division I; and by rule 701—52.18(404A,422).
Projects for which Part 2 applications were approved and agreements entered into after June 30, 2014,
shall be governed by 2014 Towa Acts, House File 2453; by 223—Chapter 48, Division II; and by rule
701—52.47(404A,422).

52.18(1) Eligible property for the historic preservation and cultural and entertainment district
tax credit. The following types of property are eligible for the historic preservation and cultural and
entertainment district tax credit:

a.  Property verified as listed on the National Register of Historic Places or eligible for such listing.

b.  Property designated as of historic significance to a district listed in the National Register of
Historic Places or eligible for such designation.

c.  Property or district designated a local landmark by a city or county ordinance.

d.  Any barn constructed prior to 1937.

52.18(2) Application and review process for the historic preservation and cultural and entertainment
district tax credit.

a. Taxpayers who want to claim an income tax credit for completing a historic preservation and
cultural and entertainment district project must submit an application for approval of the project. The
application forms for the historic preservation and cultural and entertainment district tax credit may be
requested from the State Tax Credit Program Manager, State Historic Preservation Office, Department
of Cultural Affairs, 600 E. Locust, Des Moines, lowa 50319-0290. The telephone number for this office
is (515)281-4137. Applications for the credit will be accepted by the state historic preservation office
on or after July 1, 2000, until such time as all the available credits allocated for each fiscal year are
encumbered. Eorfiscal yearsbegimnine on-orafter July 1, 2000,-$2 4 million shall be-appropriatedfo
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e b.  Applicants for the historic preservation and cultural and entertainment district tax credit must
include all information and documentation requested on the application forms for the credit in order for

the applications to be processed.
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52.18(3) Computation of the amount of the historic preservation and cultural and entertainment
district tax credit. The amount of the historic preservation and cultural and entertainment district tax
credit is 25 percent of the qualified rehabilitation costs made to eligible property in a project. Qualified
rehabilitation costs are those rehabilitation costs approved by SHRO the state historic preservation office
for a project for a particular taxpayer to the extent those rehabilitation costs are actually expended by
that taxpayer.

a. Inthe case of commercial property, qualified rehabilitation costs must equal at least $50,000 or
50 percent of the assessed value of the property, excluding the value of the land, prior to rehabilitation,
whichever is less. In the case of property other than commercial property, the qualified rehabilitation
costs must equal at least $25,000 or 25 percent of the assessed value, excluding the value of the land,
prior to the rehabilitation, whichever amount is less.

b.  Incomputing the tax credit, the only costs which may be included are the qualified rehabilitation
costs incurred commencing from the date on which the first qualified rehabilitation cost is incurred and
ending with the end of the taxable year in which the property is placed in service. The rehabilitation
period may include dates that precede approval of a project, provided that any qualified rehabilitation
costs incurred prior to the date of approval of the project must be qualified rehabilitation costs.

c.  For purposes of the historic preservation and cultural and entertainment district tax credit,
qualified rehabilitation costs include those costs properly included in the basis of the eligible property
for income tax purposes. Costs treated as expenses and deducted in the year paid or incurred and
amounts that are otherwise not added to the basis of the property for income tax purposes are not
qualified rehabilitation costs. Amounts incurred for architectural and engineering fees, site survey
fees, legal expenses, insurance premiums, development fees, and other construction-related costs are
qualified rehabilitation costs to the extent they are added to the basis of the eligible property for tax
purposes. Costs of sidewalks, parking lots, and landscaping do not constitute qualified rehabilitation
costs. Any rehabilitation costs used in the computation of the historic preservation and cultural and
entertainment district tax credit are not added to the basis of the property for [owa income tax purposes
if the rehabilitation costs were incurred in a tax year beginning on or after January 1, 2000, but prior to
January 1, 2001. Any rehabilitation costs incurred in a tax year beginning on or after January 1, 2001,
are added to the basis of the rehabilitated property for income tax purposes except those rehabilitation
costs that are equal to the amount of the computed historic preservation and cultural and entertainment
district tax credit for the tax year.

ExAMPLE: Eor-example;-the The basis of a commercial building in a historic district was $500,000,
excluding the value of the land, before the rehabilitation project. During a project to rehabilitate this
building, $600,000 in rehabilitation costs were expended to complete the project and $500,000 of those
rehabilitation costs were qualified rehabilitation costs which were eligible for the historic preservation
and cultural and entertainment district tax credit of $125,000. Therefore, the basis of the building for
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Iowa income tax purposes was $975,000, since the qualified rehabilitation costs of $125,000, which are
equal to the amount of the historic preservation and cultural and entertainment district tax credit for the
tax year, are not added to the basis of the rehabilitated property The basis of the bulldmg for federal
1ncome tax purposes was $1,100,000.

v It should be noted that this example
does not cons1der any possible reduced basis for the building for federal income tax purposes due to the
rehabilitation investment credit provided in Section 47 of the Internal Revenue Code. If the building
in this example were eligible for the federal rehabilitation credit provided in Section 47 of the Internal
Revenue Code, the basis of the building for Iowa tax purposes would be reduced accordingly by the
same amount as the reduction required for federal tax purposes.

52.18(4) Completion of the historic preservation and cultural and entertainment district project
and claiming the historic preservation and cultural and entertainment district tax credit on the lowa
return. After the taxpayer completes an authorized rehabilitation project, the taxpayer must get a
certificate of completion of the project from the state historic preservation office of the department of
cultural affairs. After verifying the taxpayer’s eligibility for the historic preservation and cultural and
entertainment district tax credit, the state historic preservation office shall issue a historic preservation
and cultural and entertainment district tax credit certificate, which shall be attached-te included with the
taxpayer’s income tax return for the tax year in which the rehabilitation project is completed or the year
the credit was reserved, whichever is the later. For example, if a project was completed in 2008 and the
credit was reserved for the state fiscal year ending June 30, 2010, the credit can be claimed on the 2009
calendar year return that is due on April 30, 2010. The tax credit certificate is to include the taxpayer’s
name, the taxpayer’s address, the taxpayer’s tax identification number, the address or location of the
rehabilitation project, the date the project was completed, the year the tax credit was reserved, and the
amount of the historic preservation and cultural and entertainment district tax credit. In addition, the tax
credit certificate shall include a place for the name and tax identification number of a transferee and the
amount of the tax credit being transferred, and any consideration received in exchange for the tax credit,

as provided in subrule 52.18(6). In addition, if the taxpayer is a partnership, limited liability company,
estate or trust, where the tax credit is allocated to the owners or beneficiaries of the entity, a list of
the owners or beneficiaries and the amount of credit allocated to each owner or beneficiary should be
provided with the certificate. The tax credit certificate should be attached-te included with the income

tax return for the perlod in whrch the project was cornpleted I—Hh&&mea&t—ef—t—h%kﬁs%eﬂ&presew&ﬁen

Anual-Interest Five-Year Present-Value/Dollar
Rate Compounded-Annually
5% $784
6% $747
% $73
8% $:681
9% $:650
10% $-624
H% $594
2% $567
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Annual-Interest | Five-Year Present Value/Dollar
Rate Compounded-Annually
3% $543
14% $519
15% $497
16% $476
7% $456
18% $437

For tax years ending on or after July 1, 2007, any historic preservation and cultural and entertainment
district tax credit in excess of the taxpayer’s tax liability is fully refundable. In lieu of claiming the
refund, the taxpayer may elect to have the overpayment credited to the tax liability for the following tax
year.

52.18(5) Allocation of historic preservation and cultural and entertainment district tax credits to
individual owners of the entity for tax credits reserved for fiscal years beginning on or after July 1, 2012.

. Do beainmnine prior1to ! 00 Vhen the hucinece antitu that hac earned g hicto

& e ; - For tax credits reserved for
fiscal years beginning on or after July 1, 2012, the partnership, limited liability company or S corporation
may designate the amount of the tax credit to be allocated to each partner, member or shareholder. The
credit does not have to be allocated based on the pro rata share of earnings of the partnership, limited
liability company or S corporation.

52.18(6) Transfer of the historic preservation and cultural and entertainment district tax credit. For
tax periods beginning on or after January 1, 2003, the historic preservation and cultural and entertainment
district tax credit certificates may be transferred to any person or entity. A tax credit certificate of less
than $1,




a. For transfers on or after July 1, 2006, the department of revenue will issue the replacement
tax credit certificate to the transferee. Within 90 days of the transfer of the tax credit certificate, the

transferee must submit the transferred tax credit certificate to the department of revenue along with a
statement containing the transferee’s name, tax identification number and address, the denomination that
each replacement tax credit certificate is to carry, the amount of all consideration provided in exchange for
the tax credit and the names of recipients of any consideration provided in exchange for the tax credit.
If a payment of money was any part of the consideration provided in exchange for the tax credit, the
transferee shall list the amount of the payment of money in its statement to the department of revenue. If
any part of the consideration provided in exchange for the tax credit included nonmonetary consideration,
including but not limited to any promise, representation, performance, discharge of debt or nonmonetary
rights or property, the tax credit transferee shall describe the nature of nonmonetary consideration and
disclose any value the transferor and transferee assigned to the nonmonetary consideration. The tax
credit transferee must indicate on its statement to the department of revenue if no consideration was
provided in exchange for the tax credit. If the transferee is a partnership, limited liability company or
S corporation, the transferee shall provide a list of the partners, members or shareholders and information
on how the historic preservation and cultural and entertainment district tax credit should be divided
among the partners, members or shareholders. The transferee shall also provide the tax identification
numbers and addresses of the partners, members or shareholders. The replacement tax credit certificate
must contain the same information that was on the original certificate and must have the same expiration
date as the original tax credit certificate.

b.  The transferee may use the amount of the tax credit for any tax period for which the original
transferor could have claimed the tax credit. Any consideration received for the transfer of the tax credit
shall not be included in Iowa taxable income for individual income, corporation income or franchise
tax purposes. Any consideration paid for the transfer of the tax credit shall not be deducted from Iowa
taxable income for individual income, corporation income or franchise tax purposes.

c.  If the historic preservation and cultural and entertainment district tax credit of the transferee
exceeds the tax liability shown on the transferee’s return, the refund tax credit shall be diseounted-as

. . o/ ) . . —

exeess-of the-transferee’s-taxHability-is fully refundable.
This rule is intended to implement lowa Code chapter 404A as amended by 2013 Iowa Acts, Senate
File 436, and Iowa Code section 422.33.

ITEM 4. Adopt the following new rule 701—52.47(404A,422):

701—52.47(404A,422) Historic preservation and cultural and entertainment district tax credit for
projects with Part 2 applications approved on or after July 1, 2014, and agreements entered into
on or after July 1, 2014. The department of cultural affairs is authorized by the general assembly to
award tax credits for a percentage of the qualified rehabilitation expenditures on a qualified rehabilitation
project as described in the historic preservation and cultural and entertainment district tax credit program,
Iowa Code chapter 404A. The program is administered by the department of cultural affairs with the
assistance of the department of revenue.

The general assembly has mandated that the department of cultural affairs and the department
of revenue adopt rules to jointly administer lowa Code chapter 404A. In general, the department of
cultural affairs is responsible for evaluating whether projects comply with the prescribed standards
for rehabilitation while the department of revenue is responsible for evaluating whether projects
comply with the tax aspects of the program. 2014 Iowa Acts, House File 2453, amended the historic
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preservation and cultural and entertainment district tax credit program effective July 1, 2014. The
department of revenue’s provisions for projects with Part 2 applications approved and tax credits
reserved prior to July 1, 2014, are found in rule 701—52.18(404A,422). The department of revenue’s
provisions for projects with Part 2 applications approved on or after July 1, 2014, and with agreements
entered into on or after July 1, 2014, are found in this rule. The department of cultural affairs’ rules
related to this program may be found at 223—Chapter 48. Division I of 223—Chapter 48 applies to
projects with reservations approved prior to July 1, 2014. Division II of 223—Chapter 48 applies to
projects with Part 2 applications approved on or after July 1, 2014, and agreements entered into on or
after July 1, 2014.

Notwithstanding anything contained herein to the contrary, the department of cultural affairs shall
not reserve tax credits under 2013 Iowa Code chapter 404A as amended by 2013 lowa Acts, chapter 112,
section 1, for applicants that do not have an approved Part 2 application and a tax credit reservation on or
before June 30, 2014. Projects with approved Part 2 applications and provisional tax credit reservations
on or before June 30, 2014, shall be governed by 2013 Iowa Code chapter 404A as amended by 2013
Iowa Acts, chapter 112, section 1; by 223—Chapter 48, Division [; and by rule 701—52.18(404A,422).
Projects for which Part 2 applications were approved and agreements entered into after June 30, 2014,
shall be governed by 2014 lowa Acts, House File 2453; by 223—Chapter 48, Division II; and by this
rule.

52.47(1) Application, registration, and agreement for the historic preservation and cultural and
entertainment district tax credit. Taxpayers that want to claim a corporation income tax credit for
completing a qualified rehabilitation project must submit an application for approval of the project. The
application forms and instructions for the historic preservation and cultural and entertainment district
tax credit are available on the department of cultural affairs’ Web site. Once a project is registered, the
taxpayer must enter into an agreement with the department of cultural affairs to be eligible for the credit.

52.47(2) Computation of the amount of the historic preservation and cultural and entertainment
district tax credit. The amount of the historic preservation and cultural and entertainment district tax
credit is a maximum of 25 percent of the qualified rehabilitation expenditures verified by the department
of cultural affairs and the department of revenue following project completion, up to the amount specified
in the agreement between the taxpayer and the department of cultural affairs.

52.47(3) Qualified rehabilitation expenditures. “Qualified rehabilitation expenditures” means the
same as defined in department of cultural affairs rule 223—48.22(404A). In general, the department of
cultural affairs evaluates whether expenditures comply with the prescribed standards for rehabilitation
while the department of revenue evaluates whether expenditures comply with the tax requirements to be
considered qualified rehabilitation expenditures including whether the expenditures are in accordance
with the requirements of Internal Revenue Code Section 47 and its related regulations.

a. TDype of property and services eligible. lowa Code section 404A.1(6) incorporates the
definition of “qualified rehabilitation expenditures” found in Internal Revenue Code Section 47. In
accordance with Internal Revenue Code Section 47, the types of property and services claimed as
qualified rehabilitation expenditures must be for “structural components,” as that term is defined in
Treasury Regulation § 1.48-1(e)(2), and for amounts incurred for architectural and engineering fees,
site survey fees, legal expenses, insurance premiums, development fees and other construction-related
costs. Costs of sidewalks, parking lots and landscaping do not constitute types of property and services
that are qualified rehabilitation expenditures.

b.  Effect of financing sources on eligibility of expenditures. Expenses incurred for property
described in paragraph 52.47(3)“a” will not be qualified rehabilitation expenditures unless actually
incurred by the eligible taxpayer.

(1) For eligible taxpayers other than nonprofit organizations, expenses paid for with grants or
forgivable loans are not considered incurred by the eligible taxpayer unless the grants or forgivable
loans are treated as taxable income by the eligible taxpayer and properly includable in calculating the
basis of the property.
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(2) For eligible taxpayers that are nonprofit organizations, expenses are deemed to be incurred
by the nonprofit so long as they meet the requirements of paragraph 52.47(3) “a” and are not financed
directly or indirectly by federal, state or local government grants or forgivable loans.

52.47(4) Completion of the qualified rehabilitation project and claiming the tax credit on the lowa
return. After the taxpayer completes a qualified rehabilitation project, the taxpayer will be issued a
certificate of completion of the project from the department of cultural affairs if the project complies with
the federal standards, as defined in rule 223—48.22(404A). After the department of cultural affairs and
the department of revenue verify the taxpayer’s eligibility for the tax credit, the department of cultural
affairs shall issue a tax credit certificate. For the taxpayer to claim the credit, the certificate must be
included with the taxpayer’s corporation income tax return for the tax year in which the rehabilitation
project is completed or the year in which the certificate is issued, whichever is later.

a. Information required. The tax credit certificate shall include the taxpayer’s name, the
taxpayer’s address, the taxpayer’s tax identification number, the address or location of the rehabilitation
project, the date the project was completed and the amount of the historic preservation and cultural
and entertainment district tax credit. In addition, the tax credit certificate shall include a place for the
name and tax identification number of a transferee and the amount of the tax credit being transferred,
as provided in subrule 52.47(5). In addition, if the taxpayer is a partnership, limited liability company,
estate or trust, and the tax credit is allocated to the owners or beneficiaries of the entity, a list of the
owners or beneficiaries and the amount of credit allocated to each owner or beneficiary shall be provided
with the certificate. The tax credit certificate shall be included with the income tax return for the period
in which the project was completed or in which the certificate is issued, whichever is later.

b.  Refund or carryforward. Any historic preservation and cultural and entertainment district tax
credit in excess of the taxpayer’s tax liability is fully refundable with interest computed under lowa Code
section 422.25. In lieu of claiming the refund, the taxpayer may elect to have the overpayment credited
to the tax liability for the following tax year.

c.  Allocation of historic preservation and cultural and entertainment district tax credits to the
individual owners of the entity. A partnership, limited liability company or S corporation may designate
the amount of the tax credit to be allocated to each partner, member or shareholder. The credit does not
have to be allocated based on the pro rata share of earnings of the partnership, limited liability company
or S corporation.

52.47(5) Transfer of the historic preservation and cultural and entertainment district tax credit. The
historic preservation and cultural and entertainment district tax credit certificates may be transferred to
any person or entity. The transferee may use the amount of the tax credit transferred against the taxes
imposed in lowa Code chapter 422, divisions II, III, and V, and in lowa Code chapter 432, for any tax
year the original transferor could have claimed the tax credit. Any credit in excess of the transferee’s tax
liability is not refundable. A tax credit certificate of less than $1,000 shall not be transferable.

a.  Transfer process—information required. Within 90 days of transfer of the tax credit certificate,
the transferee must submit the transferred tax credit certificate to the department of revenue along with
a statement that contains the transferee’s name, address and tax identification number, the amount of
the tax credit being transferred, the amount of all consideration provided in exchange for the tax credit
and the names of recipients of any consideration provided in exchange for the tax credit. If a payment
of money was any part of the consideration provided in exchange for the tax credit, the transferee shall
list the amount of the payment of money in its statement to the department of revenue. If any part of
the consideration provided in exchange for the tax credit included nonmonetary consideration, including
but not limited to any promise, representation, performance, discharge of debt or nonmonetary rights
or property, the tax credit transferee shall describe the nature of the nonmonetary consideration and
disclose any value the transferor and transferee assigned to the nonmonetary consideration. The tax
credit transferee must indicate on its statement to the department of revenue if no consideration was
provided in exchange for the tax credit. Within 30 days of receiving the transferred tax credit certificate
and the statement from the transferee, the department of revenue will issue the replacement tax credit
certificate to the transferee. If the transferee is a partnership, limited liability company or S corporation,
the transferee shall provide a list of the partners, members or shareholders and information on how
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the historic preservation and cultural and entertainment district tax credit should be divided among the
partners, members or shareholders. The transferee shall also provide the tax identification numbers and
addresses of the partners, members or shareholders. The certificate must have the same information
required for the original tax certificate and must have the same expiration date as the original tax credit
certificate. The transferee may not claim a tax credit until a replacement certificate identifying the
transferee as the proper holder has been issued.

b.  Consideration. Any consideration received for the transfer of the tax credit shall not be included
in Towa taxable income for individual income, corporation income or franchise tax purposes. Any
consideration paid for the transfer of the tax credit shall not be deducted from Iowa taxable income
for individual income, corporation income or franchise tax purposes.

52.47(6) Appeals. Challenges to an action by the department of revenue related to tax credit
transfers, claiming tax credits, tax credit revocation, or repayment or recovery of tax credits must be
brought pursuant to 701—Chapter 7.

This rule is intended to implement lowa Code chapter 404A as amended by 2014 Iowa Acts, House
File 2453, and Iowa Code section 422.11D.

ITEM 5. Amend rule 701—58.10(422) as follows:

701—58.10(404A,422) Historic preservation and cultural and entertainment district tax credit. For
tax years beginning on or after January 1, 2001, a historic preservation and cultural and entertainment
district tax credit, subject to the availability of the credit, may be claimed against a taxpayer’s lowa
franchise tax liability for 25 percent of the qualified rehabilitation costs to the extent the costs were
incurred for the rehablhtatlon of ehglble property in Iowa. For 1nf0rmat10n eﬁ—t-hese—t-ypes—ef—pfepeﬂy

related to projects w1th Part 2 apphcatlons approved and tax credits reserved prior to July 1 2014, see
rule 701—52.18(404A,422). For information related to projects with Part 2 applications approved on or
after July 1, 2014, and agreements entered into on or after July 1, 2014, see rule 701—52.47(404A,422).
See also the administrative rules for the historic preservation and cultural and entertainment district tax
credit for the historical division of the department of cultural affairs under 223—Chapter 48. Division I
of 223—Chapter 48 applies to projects with Part 2 applications approved and tax credits reserved prior
to July 1, 2014. Division II of 223—Chapter 48 applies to projects with Part 2 applications approved on
or after July 1, 2014, and agreements entered into on or after July 1, 2014.

This rule is intended to implement [owa Code chapter 404A as amended by 20051ewa-Aets; House

File- 868, sections20-through 26 2014 Iowa Acts, House File 2453, and Iowa Code section 422.60.
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